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Study Mandate

Background

EXECUTIVE SUMMARY

This study reponds to a Congressional request for an
examination of quality control in the Food Stamp Program. In
the Food Security Act of 1985, Congress instructed the U.S.
Department of Agriculture (USDA) to undertake two independent
studies of the food stamp quality control system: one to be
conducted by the Department itself, and one to be conducted by
the National Academy of Sciences. The Congress asked that
both studies address how the QC system can best be operated,
so as (1) to obtain information that allows the State agencies
to improve the quality of their program administration, and
(2) to provide reasonable data that form the basis for which
federal funding may be withheld from State agencies which
exhibit excessive levels of erroneous payments. This report
presents the results of the Department of Agriculture's study.

The Food Stamp Program is a nationwide program which helps
low-income families and individuals buy the food they need to
maintain a nutritious diet. The program is authorized by
Congress, administered nationally by the U.S. Department of
Agriculture's Food and Nutrition Service (FNS), and run
through State welfare agencies and their local offices.

In the broadest sense, Congress, through its legislative
actions, defines the policy objectives that govern how the
Food Stamp Program is administered. FNS translates those
policies into regulatory requirements, and the States operate
the program, with final responsibility for the day-to-day
activities of determining eligibility and beunefits. The
federal government provides most of the funding for the
program, paying the full costs of benefits and about half of
the administrative costs of the States and local offices.

During Fiscal Year 1985 alone, the Food Stamp Program
dispensed nearly $11 billion in food stamp benefits to roughly
35 million individuals. With so much money involved, even
small error rates can have very large costs. Thus, with an
overpayment error-rate of just over 8 percent in 1985, nearly
$900 million was issued above and beyond the amount that
households should have received under law. At the same time,
with an underpayment-error rate of just over 2 percent, States
should have issued another $250 million to households that
were already determined eligible.
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To realize the basic objectives of and to ensure
accountability in the program, FNS set up an array of
performance monitoring systems. Management Evaluation (ME)
reviews, for example, monitor the compliance of States and
local offices with a wide range of administrative requirements
(such as the timeliness of certification and issuance actions
and the accessibility of office locations and the hours of
operation). A set of audit and accounting procedures monitor
administrative costs. Moreover, both the General Accounting
Office——the non-partisan investigative arm of Congress—-—and
USDA's Office of the Inspector General conduct routine and
speclal audits of program operations. As required by law, the
food stamp quality control (QC) system monitors the accuracy
of eligibility and benefit determinatioms.

The food stamp quality control system, as it stands today,
reflects more than 15 years of development, legislative
oversight, and refinement. Major milestones in its
development include the publication of the first regulations
in 1971; the implementation of the comprehensive Performance
Reporting System (PRS) in 1975; specific legislative
authorization for the PRS and QC in the Food Stamp Act of
1977; and the introduction of an error rate liability and
incentive system in the legislative amendments of 1980 and
1982,

The Food Stamp Program's quality control system provides two
general measures of certification accuracy. The first is
based on an intensive review of a sample of program partici-
pants. Each review determines whether the household is
eligible and receiving the correct food stamp benefit——meither
more nor less-—-given its income, expenses, resources, and
living arrangements. The second measure of certification
accuracy is based on a sample of households whose application
for food stamps is denied or whose benefits are terminated.
This negative action review determines whether the decision to
deny or terminate benefits is procedurally correct and fully
documented.

Quality control reviews provide a basis for a system of
financial liabilities and inceatives whose purpose is to hold
States accountable for certification accuracy. Under current
law, States whose overpayment error rates are beyond a
specified threshold are liable for a portion of the cost of
the overpayments. States that exhibit low error rates
(including underpayments and negative actions) are eligible
for additional federal funding. Liabilities and incentives
provide a mechanism by which both State and federal
governments share in the cost of certification errors.



Scope of the

Regort

Because food stamp benefits are fully funded by federal tax
dollars, the federal government would bear the full cost of
all erroneous payments in the absence of quality control
liabilities. Thus, the liabilities limit the fiscal burden
imposed on the federal government by redistributing some of
the risk of erroneous certification decisions to State
agencies. Even under the current system, the federal
government absorbs the full cost of overpayment up to 5
percent of all benefits (roughly $500 million a year). States
were liable for less than 25 percent of the cost of
overpayments in 1985,

State concerns about the reliability and equity of the QC
process have increased in recent years as both the number of
States liable for overpayments and the amount of their
liabilities have grown.2/ The Congressional directive that
FNS and the National Academy of Sciences evaluate the current
quality control system reflects these concerns.

The scope of this study is defined by the Congressional
mandate. The mandate is explicit in its direction to study QC
as the basis for withholding funds from States that exhibit
excessive error rates. While there is room for debate about
the definition of error, the procedures for measuring errors,
and the manner in which liabilities are assessed, it is clear
that Congress views QC liabilities as a vehicle for limiting
the fiscal participation of the federal government in
erroneous payments. The study, therefore, does not deal with
broader measures of program performance beyond certification
accuracy. While other program objectives are important in
their own right, none is intrinsic to the objectives and
operations of QC as defined by Congress.

Given this emphasis on certification accuracy, the study
examines two applications of quality control: performance
measurement and management information. In many respects, the
two are closely linked. The information produced by the QC
system, if properly classified, presented, and fed back to
program managers, can be an important factor in improving
certification accuracy. The more closely that performance
measurement and management information are integrated, the
more effective such feedback can be. 1In other respects,
however, the requirements of performance measurement and
management information may make somewhat different demands on

21n 1981, 16 States were liable for $29 million. By
1985, 48 States were liable for over $200 million.

vii



Key Findings
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the design of a quality control system. In weighing these
tradeoffs, it 1s important to remember that QC is the only
comprehensive source of performance measures for certification
accuracy, while many sources of management information are
available.

The specific issues that have been examined fall into two
general categories: largely technical issues for which
empirical analysis can inform the decision process, and policy
issues for which there are no strictly technical answers. The
first set includes such issues as the statistical properties
of the estimated error rates, and the effects of the caseload
and local area on error rates. '

The second class of issues is less easily illuminated by
empirical analysis and cannot be resolved with strictly
technical answers. These issues include questions about the
degree of sampling error which should be accepted, the extent
to which State and federal governments should share in the
cost of certification errors, and the manner in which
estimates of error rates should be used to allocate the cost
of errors between States and the federal government.

The design of food stamp quality comntrol is fundamentally
sound.

o The procedures for drawing samples are standard and widely
accepted sampling methods.

o The procedures for estimating error rates are statistically
valid. Extensive simulations—-the equivalent of 1,000
years of drawing QC samples and estimating error rates——
demonstrate that the estimates of overpayment—-error rates
are essentially unbiased estimates of the true error rate.

o Estimated error rates will vary from sample to sample
within a State simply because of sampling errors. In 1985,
the standard errors of the estimated overpayment-error
rate—-—-a measure of sampling variability--ranged from .004
to .032, with an average of about .0l. What counstitutes an
"acceptable'" level of sampling error depends on the cost of
obtaining more precise estimates, how the estimates are
used, and the consequences to which they lead.

The implementation of QC is generally accurate, reliable, and
consistent.



Repeated audits by the General Accounting Office and the
USDA Office of the Inspector General indicate a generally
high level of conformance in the application of QC policy
by State and federal reviewers. The Food and Nutrition
Service provides technical assistance and other efforts to
ensure the necessary cousistency.

An analysis of State QC expenditures and reported error
rates shows no significant correlation, and thus no
evidence that differences in the "level of effort" applied
to the review process lead to systematic differences in
error rates.

The definition of error is reasonably complete and balanced.

[o]

Strictly procedural or technical errors--those without
financial consequences--are excluded from the food stamp
payment—-error rate. This exclusion is consistent with the
focus of QC on the outcome~-rather than the process——of the
eligibility and benefit determination.

All other errors with financial counsequences—-whether
caused by the State agency or the participant-—are included
in the food stamp payment-error rate. The distinction
between an agency error and a client error is often
ambiguous, and subject to substantial judgment and inter-
pretation. A blanket exclusion of all "client-caused"
errors would ignore the variety of actions that can be and
are taken by State agencies to reduce the rate of such
errors.

Available evidence does not indicate that emphasis on
reducing overpayments leads to an increase in under-
payments. The inclusion of a measure of underpayment
errors in the calculation of liabilities, however, could
alleviate some concerns about the potentially adverse
consequences of the current legislative emphasis on
overpayment errors.

While conceptually appealing, the broadest measure of
underpayments-—one that incorporates the "cost" of an
improper denial or termination of households that are truly
eligible for benefits—-is not feasible under the current QC
design. The current review of negative actions is strictly
procedural, measuring compliance with process and
documentary requirements. Major modifications to the
current negative action review process would be necessary
to measure the true 'cost” of improper decisions.

ix



Certain caseload and area characteristics do affect the
incidence and size of errors (with some caveats). There is no
clear basis for adjusting State error rates (or, equivalently,
State error thresholds) for differences in the complexity of
the caseload or the characteristics of the local area. No
statistical model yet identified cam adjust State error rates
and produce better measures of error.

o}

States vary in a number of ways, some of which lead to
higher error rates, while others lead to lower rates.
Errors are affected by a complex interaction among
variables that offset or enhance each other to varying
degrees across and within States. This means that
adjusting error rates by a few indicators with prespecified
adjustments will not improve the measure of a State's error
rate.

An extensive multivariate analysis reveals that household
size, the presence and source of income and assets, the
number of deductions, and the density of the population
around the local office were associated with the size of
the average food stamp benefit, the probability of ervor,
or the size of the error. Some important variables,
particularly measures of caseload dynamics, could not be
included in the analysis. 1In their absence, these results
must be interpreted with some caution.

The analysis considers several different models whose use-
fulness is similar in a purely statistical sense.

Selecting the single, most appropriate adjustment model
from among those presented is, however, problematic.
Individual States fare differently under each model, and
small changes in adjusted error rates lead to large changes
in liability under current methods for assessing liability.

The legislative basis for calculating liabilities could be
improved.

o

There is no empirical basis for determining the "right"
threshold. Setting the error rate target is a policy
decision that must balance the tradeoffs between the desire

for program accuracy and the recognition of some level of
unavoidable error.

An analysis of the differences between AFDC and the histor-
ically higher food stamp error rates suggests no reason
that the target should be the same in both programs.



Differences in the caseload help explain most of the
difference in error rates.

o Using administrative costs as the basis for liabilities
could discourage administrative investment. Liabilities
are set as a proportion of the federal share of admini-
strative costs. Thus, if two States exhibit the same error
rate, the one with higher administrative costs will have a
larger liability. A benefit basis for liabilities could
link the liability more closely to the actual cost of the
erroneous payments and eliminate this potential
disincentive.

o With the current legislative formula to calculate
liabilities, trivial differences in error rates can make
important differences in the size of the liability.
Conversely, some differences in error rates are ignored.
Moreover, because of the sampling variability inhereunt in
the estimates of error rates, the step function systema-
tically overstates liabilities for some States and
understates ligbilities for others. A continuous, smooth
function could eliminate these features of the current
system.

o The point estimate reflects the best available measure of a
State's performance and is, therefore, the best measure on
which to base liabilities. A lower confidence bound
systematically and substantially understates the true
liability (i.e., the liability that would be assessed if
the true overpayment-error rate were known). Using the
lower bound would not improve equity. Instead, it would
simply increase the risks to the Federal government.

o Using the point estimate will sometimes produce liabilities
that are too high or too low for a State in any one time
period, because of sampling error. Under curreunt proce-
dures, the federal government bears the full cost of the
first 5 percent of overpayments. Beyond that point, the
risks are shared by the State and federal governments. The
risk to the State increases as true error rates approach
the threshold.

The curreat QC system lays the foundation for a relatively
coaprehensive, accuracy—-oriented management informatiom system
for State managers. To some extent, relatively small State
sample sizes and limited data on administrative procedures
restrict the usefulmess of the current QC system for
management information.

xi



xii

0 Most States use QC for analytical purposes or as a vehicle
for collecting additional management information.

o Current sample sizes limit the usefulness of QC for
analyzing local office error rates or for obtaining interim
measures of progress. However, many areas accunulate
sample results over time, thus increasing the effective
sample size for analytic purposes. States can also
increase sample sizes, and the federal government pays half
the cost.

o QC data provide reasonably complete information on the
characteristics of the caseload and types of error, but
more limited information on procedures that cause or
prevent errors.

Many of the issues raised in this study depend on policy
choices. On some issues, the weight of the evidence enables
ISDA to reach clear conclusions. In other areas, the
appropriate approaches are less obvious, and more than one
alternative may be acceptable. Pending a thorough review of
the parallel report prepared by the National Academy of
Sciences, the Department has elected not to make specific
recommendations.



I. INTRODUCTION

This study responds to a Congressional request for an exami-
nation of quality control in the Food Stamp Program. 1In the
Food Security Act of 1985 (P.L. 99-198), the 99th Congress
instructed the U.S. Department of Agriculture (USDA) to under-
take two independent studies of the food stamp quality control
system—-one to be conducted by the Department itself, and one
study to be conducted under contract by the National Academy
of Sciences.l/ The Congress asked that both studies address
how the QC system can best be operated, so as (l) to obtain
information that will allow the State agencies to improve the
quality of program administration, and (2) to provide
reasonable data that will form the basis for determining
whether federal funding should be withheld for State agencies
that exhibit excessive levels of erroneous payments.

This report presents the results of the Department of
Agriculture's study.

In general, the fundamental aim of quality control is to
prevent chronic problems in the production of goods or the
delivery of services by measuring performance, comparing per-
formance with established standards, and pursuing corrective
action where necessary to improve performance. The concept of
quality control has its modern roots in the development of
statistical theory in the 1920s. Its use spread through
private industry and government operations during World War II
in response to the demands of the war effort for high-quality
mass production.

The Food Stamp Program (FSP) adopted quality control (QC) in
1971, and has been refining it since then. QC began as an
internal management initiative, but its subsequent development
involved a series of Congressional actions and the associated
evolution of regulations. From the beginning, there has been
continued analysis of the success and implications of QC from
the standpoint of both federal and State agencies, and
technical evaluations by government agencies and independent
consultants. Throughout its history, the FSP quality control
process has been the administrative responsibility of the Food
and Nutrition Service. 1Its primary goal is to help ensure the
accuracy of food stamp benefit issuance, and thus to maintain

1/The Food Security Improvement Act of 1986 (P.L.
99-260) extended the submission deadline for both the USDA
and National Academy of Sciences reports to May 12, 1987
(one year from the date of the contract between USDA and the
National Academy of Sciences).



the public's confidence in the integrity of the Food Stamp
Program.

The importance attached to the food stamp quality control
process from its origins in 1971 reflects three key features
of the program:

1.

Program Size. During Fiscal Year 1985, the Food Stamp

Program issued nearly $1l1 billion in benefits to nearly 35
million recipients. With so much money involved, even
small error rates can have large costs. And with so many
persons affected and so many decisions that affect them, a
method for preventing errors is essential to avoid issuing
or denying benefits incorrectly. Specifically, with an
overpayment error rate just over 8 percent in 1985, nearly
$900 million was issued in excess of the amount that
households should have received under the law; at the same
time, States should have issued another $250 million to
households already determined eligible.

Program Growth. The program's rapid growth from a pilot

project in the early 1960s to a major national program in
the 1970s contributed to concerns about the program's
ability to ensure that benefits are issued accurately and
that benefits are made available to every eligible house-
hold that applies. Results from early QC reviews
suggested that overpayments equaled more than 15 percent
of total benefits issued, and that underpayments equaled
about 3 percent.2/ :

Fiscal Responsibilities. The Food Stamp Program is unique

among the major means~tested transfer programs in that
administrative responsibilities are shared between the
federal and State governments, but benefits are paid for
entirely by federal funds. In other transfer programs,
State responsibility for funding at least a portion of the
benefits that are issued creates natural incentives for
quality control and error prevention. As in any dele-
gation of authority, demands arise for program monitoring
and accountability mechanisms by the funding agency.

2/These early results pertained to non-public

assistance households (i.e., those receiving neither Aid to
Families with Dependent Children nor Supplemental Security
Income).



The food stamp quality control system examined in this report
is the result of over 15 years of development in response to
these concerns, and reflects both technical development and
difficult policy choices. The remainder of this introductory
chapter provides the background for the report that follows.
Section A highlights the present functions and purposes of
food stamp quality control. Section B defines the questions
to be examined in this report, summarizing the questions posed
by Congress and describing the process by which FNS developed
its study agenda. Section C describes the organization of the
remainder of the report.

A. TFUNCTIONS AND PURPOSES OF QUALITY CONTROL

Quality control is an integral plece of the broader
Performance Reporting System for the Food Stamp Program. The
Performance Reporting System was implemented by regulation in
1975 and then mandated by Congress as part of a far-reaching
set of changes to the program made in the Food Stamp Act of
1977. The Performance Reporting System includes regular
reviews of the program's success in meeting a broader set of
program goals: the timeliness of benefit issuance, the
accessibility of the program to applicants, and the accuracy
of benefit issuance. Separate processes for reviewing and
measuring performance have been developed to assess success
according to these different dimensions.3/

The Food Stamp Program QC system focuses on the accuracy of
household eligibility and benefit determinations, or certifi-
cations.ﬁj It provides two general measures of the accuracy
of certification. The first i{s based on an intensive review
of a probability sample of Food Stamp Program participants.
These reviews determine whether the participating household is
eligible and receiving the correct food stamp benefit--neither
more nor less——given its income, expenses, resources, and

3/Furthermore, some of these processes go beyond the
review and measurement stage. The Performance Reporting
system permits financial assessments if States fail to
correct performance deficiencies.

4/The process of accepting applications, determining
eligibility and benefits, processing interim changes in
household circumstances, and periodically reviewing these
decisions is known generically as "certification."
Throughout this report, "certification accuracy" and
"payment accuracy" are used interchangeably.



living arrangements. The second measure is based on a sample
of households whose application for food stamps has been
denied or whose benefits have been terminated. These reviews
of "negative actions" determine whether the decision to deny
or terminate benefits was procedurally correct and fully
documented.5/

Since the inception of quality control in the Food Stamp
Program, the information generated by the reviews of food
stamp households and the certification errors associated with
them has served two functions. First, it generates objective
measures of the administrative performance of States—-error
rates—-that can be compared across States, over time, and
against established standards. Second, it creates a data base
to give program managers a foundation for improving the
accuracy of certification.

Performance measurement and management information are closely
linked. For instance, the information produced by QC, if
properly classified, presented, and fed back to program
managers, can be a vital factor in improving certification
accuracy. The more closely that performance measurement and
management information functions are integrated, the more
effective such feedback can be. However, the sample size and
data requirements of these two functions differ to some
extent, making total integration problematic. That is, a
process ideally suited for measuring performance may sacrifice
some management information, and vice versa.

The relative emphasis on the performance measurement and
management information functions of QC can also shift over
time as changes occur in the size of the program, the problems
it experiences, and perceived policy priorities. The current
FSP quality control system emphasizes performance measurement,
largely because the three factors cited earlier-—-program size,
program growth, and the allocation of fiscal responsibility
for the program—-—have accentuated the importance of a system—
atic basis for program accountability.

QC reviews provide a basis for a system of financial
liabilities and incentives that are designed to hold States
accountable for certification accuracy. States that exhibit
overpayment error rates beyond a specified threshold are
liable for a portion of the cost of overpayments. Assessing

5/Negative action reviews focus on the correctness
of the denial process, but do not establish the household's
correct eligibility status or benefit amount.



